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8. Organizational effectiveness in the new economy –  
the theoretical considerations and practical recommendations 
 
 
8.1. Introduction 
 
Functioning in the new economy makes organizations look for ways to 
help them achieve success which is understood as the effective use of a specific 
management instrument in a given set of circumstances. Organizational success 
is determined by the capability to ensure the smooth, efficient and effective 
achievement of the objectives of the organization239. Each organization aspiring 
to be effective should have the following characteristics. It shall employ loyal, 
satisfied and engaged employees whom it readily provides with information. 
The organization is able to react quickly and adapt to changes240. Effective 
organizations stand out as highly productive, innovative and creative, which, in 
business terms, amounts to the process of formulation and implementation of 
new and innovative ideas in creating new value for customers241. In addition, to 
remain effective it is necessary for an organization to continuously adapt its 
strategy, systems, structure, leadership style, skills and working style242. Also 
important is  the strategic flexibility, that is, the ability to modify strategies 
and operations  according to the changes in the environment by means of the 
most effective use of their competences and resources243. In the new economy 
organizational effectiveness is an important determinant of the success of an 
organization244.  
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This paper is aimed at identifying  the determinants and consequences of 
the effectiveness based on economic and management literature. It presents 
personal research results carried out among the winners of the Polish Quality 
Awards, addressing organizational effectiveness. 
  
8.2. The nature and types of effectiveness  
 
A basic criterion for effective performance is the relation between the 
actual and desired results set by the organization. Expressing effectiveness in 
quantitative terms as the ability to create the desired effects from a given set 
of assets is an important factor and a necessary condition to achieve and 
increase organizational effectiveness. If the actions are not effective they do not 
provide the company with expected results. However, achieving the goal is not 
the only factor determining organizational effectiveness, because reaching 
goals alone does not ensure organizational effectiveness. Even when goals are 
met the overall effects may be poor in terms of organizational or market 
performance. Goal attainment results in effects, whereas effectiveness of 
activities depends on effects. According to Peter Drucker, the father of modern 
management science, effectiveness is the key to personal fulfillment and 
societal progress. He said that effectiveness was the degree to which  the aim 
pursued was achieved245. Accordingly effectiveness is the ability of an 
organization to achieve its operational targets and implementing its strategy. 
She also defines effectiveness as a skill, a positive result or responsiveness to 
the requirements and needs of customers246. Effectiveness in the narrow 
sense is often understood solely in terms of goal attainment. Effectiveness 
(narrow sense) can be defined as the extent to which the planned activities 
are going to be implemented and the planned results achieved, whereas 
effectiveness is the relationship between the results and resources used247. 
According to R. Mc Kenzie effectiveness can be defined as the maximum 
production resulting from the appropriate location of resources, known 
limitations of supply (costs borne by the producers) and demand (the tastes 
of consumers)248. M. Holstein-Beck defines effectiveness as: 
- performance in techno-economic terms, 
- competencies in organizational and bureaucratic areas, 
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- performance in the perspective of bureaucratic relations, communication 
skills in the personal sphere, 
- functionality in human resources perspective and morality in eco-
perspective249. 
In the knowledge-based economy intangible resources are potential 
drivers of the market success of an organization250. In business practice, there 
is no single tool that would serve to measure the potential of the organization 
in terms of its intangible resources. 
The effectiveness of enterprises means the actual ability to enhance 
market presence and performance in relation to the expenditure sacrificed in 
order to obtain them. To measure the effectiveness, indicator analysis is used 
and economic indicators are compared and analyzed. 
Economic effectiveness  are the effects obtained from economic 
activities in relation to the expenses which are incurred in connection with 
those activities. 
In terms of the knowledge based economy effectiveness of scientific 
research, that is, the overall effectiveness of the research, the ratio of the 
results obtained from the work of scientific research in relation to research 
potential and to exerted effort.  
Financial effectiveness was regarded as a sufficient measure of  
effectiveness of the whole organization and financial result was all that 
mattered. The cause of this was the stability of  markets, where success was 
dependent on the scale and fields of action. Over time, markets have begun 
to dynamically change, have developed new methods of communication,  
presence on the market requires a high degree of flexibility, the current 
determinants of success have been replaced by the strength of customer 
relationships, motivated and qualified employees, innovation and intangible 
resources such as knowledge and intellectual capital. Despite such deep 
changes, financial measures are still an important component of the 
assessment and management of the organization. Financial perspective allows 
to obtain information about the financial state of the company. It provides 
guidance to the formulation of a specific development strategy, focusing on 
increasing revenue, customer value, improved cost structure and increase in 
the effectiveness of resources used. The use of financial metrics allows quick 
analysis of the economic aspects of undertaken actions. Indicator analysis 
informs whether the currently implemented strategy helps to improve the 
financial performance of the organization. 
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Operational effectiveness focuses on reducing the use of inputs per 
unit of production. It is reflected in the increase in labour productivity, the 
reduction of losses on shortages, cost reduction or shortening the production 
cycle. One can therefore conclude that the tools used to measure, in this 
context, are the time, productivity, and cost. 
Market Effectiveness is focused on how to best satisfy the expectations 
and needs of customers. Determinants of success include the product range 
and its features, the organization’s relationship with customers, its reputation, 
brand, customer service, that is, customer focus, which is the most important 
determinant of market effectiveness. 
Enterprise functioning in conditions of the new economy should be 
competitive (compare Table 8.1) and innovative. 
 
Table 8.1 
Characteristics of highly competitive enterprises in the knowledge-based economy 
 
Characteristics  
Flexibility This is the feature of companies that systematically 
examine the market environment and modify the 
previously adopted strategic assumptions, so as to bring 
them into line with the market. 
Gathering knowledge Consists of determining the sources of knowledge in the 
proximal and distal environment in order to improve the 
effectiveness of the company. Organizations that  identify 
the sources of knowledge efficiently or efficiently develop 
and disseminate knowledge. 
Cooperation with other 
organizations 
Competitive organizations need to be able to interact 
within the framework of integrated value chains, where 
each company is a part adding value to the customer. 
Flexible processes that can be easily adapted to the 
systems of processes of other organizations facilitate 
cooperation and help achieve the expected value added. 
Improving the effectiveness 
and efficiency of business 
conduct 
Organizations aim  to conduct business in a targeted and 
economically justified manner.  They develop a system of 
processes, which ensures that  strategic objectives are met 
and satisfactory results are obtained.  
Source: E. Skrzypek, M. Hofman, Zarządzanie procesami w przedsiębiorstwie. Identyfikowanie, pomiar, 
usprawnianie. Oficyna Wydawnicza Wolters Kluwer, Warszawa 2010, p. 28-29. 
 
Entrepreneurs who effectively manage innovation achieve tangible 
benefits such as better adaptation of the company to the environment, 
improved quality and competitiveness of their sales, streamlining the 
organization and work methods, improved occupational safety conditions, 
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higher performance based on richer modern technical equipment and 
improved export capacity251. 
  
8.3. Knowledge as an intangible resource in the new economy  
 
The modern economy is characterized by a high degree of variability 
and complexity resulting from multiple processes, including the significant 
development of knowledge and the related human capital, changes in knowledge 
and constant development of information and communications technologies. 
These processes force organizations to become learning organizations, in which 
the creation, acquisition and transfer of knowledge determine the innovative 
drive of an organization252. Appropriate use by the organizations of the existing 
potential of organizational knowledge determines the extent of their innovation 
effort and impact. According to L. Kozioł knowledge is at the heart of 
innovation253. In terms of the new economy it is necessary to continuously 
transfer knowledge. Exchange of knowledge between organizations is 
increasing. It is based on the knowledge alliances leading to the higher level of 
organizational learning254. Detailed characteristics of the intangible resource 
areas are contained in Table 8.2. 
In an organization, one can identify the following sources of knowledge: 
- knowledge in the mind of an individual based on conceptual skills and 
cognitive abilities, the value of abstract knowledge, 
- knowledge of an individual which action-oriented and contextual, only 
partially explicit eg. ability to solve problems, learning by doing, 
- knowledge rooted in culture, socially conditioned, open to negotiation, 
combining elements of socialization, 
- knowledge embedded in the group that is located in the routine and the 
processes, it consists of the resources and the relationships between 
roles, procedures and technologies, it is dependent on the capacity and 
the key competence of the organization, 
- coded knowledge, which is represented by symbols and artifacts, it 
consists of symbols, designs, manuals and electronic media. 
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Noteworthy seems the approach of K. Pavitt to innovation because it 
indicates to  three important processes that overlap255 : 
-the creation of scientific and technological knowledge, 
-the transformation of knowledge into a prototype, 
-respond to market demand and shaping it. 
These processes affect the development of the effectiveness of the 
organization. 
 
Table 8.2 
Characteristics of intangible resources areas according to Annie Green 
 
Areas The characteristics 
1. The client Economic value: the nature of the relationship with clients (e.g., 
loyalty, satisfaction, duration), built by the organizations thanks to 
its products or services and customer service 
2. Competitor Economic value: the position on the market (e.g. reputation, 
market share, image, position/strength brand) 
3. Processes Economic value: the company operates and creates added value 
for their employees and clients (e.g., policy, procedures, 
techniques and methodology) 
4. The employee Economic value: synergy from employee potential (such as 
knowledge, skills, competencies, know-how) 
5. Information Economic value: the capacity to collect, process and distribute 
information and knowledge in an appropriate form to the right 
people at the right time 
6. Product/service Economic value: from business development opportunities, 
understanding market expectations, preferences and 
requirements of customers 
7. Partnership Economic value: financial, strategic, hierarchical alliances  with 
external stakeholders that build the organization’s competitive 
advantage on the market  
8. Technology Economic value: investments made by the company in the range 
of devices (hardware) and software (software) aimed at 
supporting its operation in the areas of management, processes 
and research and development. 
Source: A. Green, Prioritization of sources of intangible for use in enterprise balance scorecard valuation 
models of information technology (IT) firms, George Washington University, Washington, DC, 2004. 
  
8.4. Effectiveness in the opinion of the Polish Quality Award winners 
 
The study included all winners of the Polish Quality Award for the years 
1995-2011. The number of respondents was 46, representing 85% of all 
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surveyed organizations. The organizations surveyed were diverse in terms of  
the number of employees. The dominant part of the organizations were 
employing above 250 people (63% of those surveyed), employing from 151-250 
people accounted for 13% of the research population, with up to 150 people 10, 9% 
below 100 people i.e. (from 51 to 100) 6.5% and from 10-50 people 4.3% of 
enterprises. In terms of ownership 52.1% of companies were public organizations 
and 48.8% private. Respondents examined employed foreign capital to a minor 
extent – 7 respondents (15.2%). Investigated organizations and companies are 
active on the local and regional market (31.1%), three carries on business in the 
scale of more than regional, six on a nationwide scale and 21, representing 
45.5%, on an international scale. Almost half of the respondents exported its 
products, the scale of the export is varied. 7% of respondents export up to 20% 
of its production, 11% up to 40% of production 8.9% up  to 60% of production, 
three companies exporting from 81-100% of its products. 
Effectiveness both in theory and practice is defined very broadly as 
economic, organizational, financial, ecological, etc. It is treated as an 
important tool for competitiveness. Therefore, firms were asked how they 
understand effectiveness. According to 67.4% of respondents it is the ability to 
realize the company's strategy and achieve objectives. 60.9% of respondents 
believed that this is the resulting effect of investment, 58.7% identified 
effectiveness with high quality products that met customers' expectations, for 
39.1% of respondents effectiveness meant better financial results, only 17.4% 
of respondents indicated that effectiveness is the key to competitiveness. 
Understanding effectiveness as a positive result has been challenged by 84.8% 
of respondents, and only 15.2% of respondents were in favour of the indicated 
understanding of effectiveness (Figure 8.1).  
A major problem from the point of view of opportunities to improve the 
effectiveness of the knowledge-based economy can be the establishment of 
the relationship between an effective knowledge management and the 
creation of added value256. The winners of the Polish Quality Awards in 91.3% 
of cases have recognized that there is a relationship between an effective 
knowledge management and the creation of added value in the organization, 
4.3% responded negativly and the same number had no opinion on this issue. 
Among the effects possible to obtain as a result of the application of the 
methods of knowledge management the most important were the increase of 
creative ideas and creating the conditions for a greater use of knowledge 
(73.9% of replies). 58.7% of respondents indicated that the proposals may 
contribute to the reduction of the costs (Figure 8.2). 
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Figure 8.1  
Ways of understanding  effectiveness by the winners of the Polish Quality Award 
 
 
Source: own study. 
 
 
Figure 8.2  
Effects possible to obtain as a result of the application of knowledge management methods  
and tools in your organization 
  
 
Source: own study. 
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8.5. Summary 
 
In conditions of continuous change and global competition in the 
knowledge-based economy257 the increase in effectiveness is becoming a 
necessity for any organization, and not a matter of choice. Effectiveness leads 
to organizational competitiveness of organizations functioning in a changing 
environment. In the new economy  the role of intangible resources, including 
organizational knowledge is growing. Organizational effectiveness in many 
areas, including knowledge management and quality becomes an important 
indicator of market success. The winners of the Polish Quality Award treat 
effectiveness as a capacity for strategy implementation and a key to increasing 
competitiveness and improving the quality of the market offer. 
 
 
Edyta Bombiak258, Anna Świrska259 
 
9. Measuring the effectiveness of human capital   
    management in the knowledge-based economy 
 
It is better to approximate measure what matters, 
than accurately measure what is irrelevant. 
 
L. Edvinsson  
 
9.1. Introduction 
 
  The modern economy, known as the "knowledge economy", creates  
many challenges for modern organizations. One of its characteristic features 
is to treat people as a valuable resource and source of competitive advantage, 
and not, as previously, as part of the cost. As a result, employees become a 
capital, which is valuable and worth investing in. This raises the need for a new 
approach to management. 
The consequence of treating people as a source of competitive 
advantage is the demand for the integration of a human capital management 
strategy with the overall business strategy. This implies the need for the 
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